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INTRODUCTION 








by Jim Unger 



“This is a laundromat! 

The Japanese restaurant is next door.” 



Reminder 






Prerequisite: A 
course in micro 
such as MGT. 405 


Price 



0 


Quantity 



Course Mechanics 


□ Office hours: 3:30-5 PM, 
Mon.- Wed.: A409 Collins 

□ Class hours: 6-8:50 PM, 
Tuesdays 

□ Mailbox and secretary: A416 
Collins. (Location of extra 
handouts and returned exams 
and papers: “The Box”.) 




Ask Edgar Bravo 


i 







Course Mechanics 


□ Textbook: Robert Carbaugh, International 
Economics . 11th edition, 2007, on sale at 
ASUCLA 

□ Reader: Study Guide: MGT. 205 A - On the 
course webpage and 

http://www.mediamax.com/danieljbmitc 

hell/Hosted/INTERNATIONAL- 

SPRING2008 

□ Background readings on reserve in Anderson 

library * 






Course Mechanics 


□ Files for PowerPoint, etc., 
maintained on the course webpage at 
Anderson. PowerPoint additions at 
end of each week’s class. 

□ Alternative: 

http://www.mediamax.com/danieljb 

mitchell/Hosted/INTERNATIONAL- 

SPRING2008 

□ Reading list, etc., also at these 

locations. * 





Course Mechanics 



“ User name and password?™ 



Course Mechanics 


□ Special project due on Tues., 
May 27 (not last day of class). 

□ Outline due Tues., May 13. 
Preferred topics due Tues., April 
8 . 



Course Mechanics 


□ Midterm exam in class: Ides. 
May 6, half class. 

□ Final exam: Ides., June 10, 
6:30-9:30 PM, room number 
to be announced if not in 
regular classroom. 



The Project: 

Prepare a report off a 
topic suggested on 
handout or of your 
choice . 



□ Hand in 3 proposed topics 
ranked in order of preference 

□ Obtain an e-mail OK from 
Prof. Mitchell 

□ Hand in outline 



□ Hand in report of no more 
than 25 pages 

(a limit, not a target) 

□ Follow handout instructions • 



Initial topic submission so 
approval can be granted 
quickly without excessive 
duplication 




by Jim Unger 



“Up and left.” 

Outline submission allows 
midcourse corrections 



/ — v The Office of the 

* <&). . Dean of Students 

turn it in mn9 

Avoid unfortunate 
situations 

■ Adequately source your material 

■ Large extraction of text is 
inappropriate unless it is necessary 
to illustrate a point 

■ Visit www.deanof students, ucla. edu 
if you need guidance on standards 

■ All reports go through turnitin.com 

■ Follow the writing guidelines 
provided on these and other matters 
related to professional report 

preparation 





Schedule of Topics 

first half 

□ Introduction 

□ Unit 1: Comparative Costs 

□ Unit 2: Pattern of Trade 

□ Unit 3: National Commercial 
Policies 

□ Unit 4: Economic Integration 

□ Midterm 






Schedule of Topics 

second half 


□ Unit 5: Exchange Rates and 
Other Price Adjustments 

□ Unit 6: Macroeconomic 
Aspects 

□ Unit 7: Balance of Payments 

□ Unit 8: International 
Monetary System 

□ Final Exam 
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US Export and Import Price Indexes: 2000=100 
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Question : Since the end of WW2, U.S. 
domestic prices have almost always 
risen. Why are there periods when 
these externally-oriented indexes 
decline? 


From US National Income & Product 
Accounts 


NIPA 



Definition : 


Terms of Trade 


Px/Pm 
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Terms of Trade: 2000=100 
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NIPA 


2007 



Raise Your Hand and 
Take the Pledge 


Not to confuse 
The terms of trade 


With the balance 
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1962 


Terms of Trade: 2000=100 
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Question : Who was president when 
the terms of trade began to dive in the 
early 1970s? ' 


NIPA 


2004 
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Terms of Trade: 2000=100 
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NIPA 


2007 
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Terms of Trade: 2000=100 



2007 
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Terms of Trade: 2000=100 
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NIPA 


2007 
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Terms of Trade: 2000=100 
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Terms of Trade: 2000=100 
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NIPA 


2007 
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Terms of Trade: 2000=100 



NIPA 


2007 



Falling like flies! 



NIPA 




US Exports and Imports as Percent of GDP 



NIPA 



2 


US Exports - Imports as Percent of GDP 



This cannot go on 
forever, can it? 


NIPA 



US Net International Investment Position 

$ Millions 
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- 1 , 000,000 
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Includes direct investment at 
current cost 


BEA 



US Assets Abroad: $ Millions 
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BEA 



Foreign Assets in US: $ Millions 
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US Net International Investment Position: 

$ Millions 

1 , 000,000 
500,000 
0 

- 500,000 
- 1 , 000,000 
- 1 , 500,000 
- 2 , 000,000 
- 2 , 500,000 
- 3 , 000,000 

This cannot go on 
forever, can it? 



BEA 



“ That which 
cannot go on 
forever must come 
to an end. ” 



Herbert Stein 
1916-1999 
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LA. Times Wins 
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Asian Stockpiles of Dollars Pose 
U.S. Economic Risks 



INSIDE THIS WEEK: TECHNOLOGY QUARTERLY 


The 

Economist 


DECEMBER 2ND 8TH 2006 www.economist.coni 


Bush in the Middle East 
The pope in Turkey 
Weak, dangerous Russia 
Europe's utilities get together 
The story of Bouygues 
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of free trade. 
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'• Theory of Comparative' 








David Ricardo 

1772 - 1823 



Theory of Comparative 
Advantage 


David Ricardo 



Woody Allen 


I don't want to 
become immortal 
through my works;... 

I want to become 
immortal through not 
dying . 



Levels 

to 

Investigate 



4 
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II! What’s the Right 
;;; Question About 
!!! Benefits from Trade? 


□ Free trade vs. no trade ? 

□ Free trade vs. restricted trade ? 




Theory of Comparative 

Advantage 


■ Benefits from trade? 

■ Can “inefficient” 
countries compete 
(and benefit)? 

■ Structure of trade? 




■ Terms of trade? 

■ Equilibrium? 


Simple Trade Model 

(barter or “countertrade”) 


□ 2 Countries: US, UK 

□ 2 Goods: Wheat (bushels) and 
cloth (yards) 

□ Labor theory of value 

□ US labor supply: 2,000,000 hrs. 

□ UK labor supply: 3,000,000 hrs. 



wheat 6 bu. 2 bu. 

cloth 10 yds. 8 yds. 


US Production Possibilities Curve = 
Consumption Possibilities Curve in 

Autarky 


US UK 


Wheat 

wheat 

6 bu. 2 bu. 

(bu.) 

cloth 

10 yds. 8 yds. 

12 m 

US: 2,000,000 hours 


UK: 3,000,000 hours 


0 


20 m 


Cloth (yds.) 


US Production Possibilities Curve = 
Consumption Possibilities Curve in 

Autarky 

US UK 


Wheat 

(bu.) 


wheat 6 bu. 2 bu. 

cloth 10 yds. 8 yds. 


12 m 



US: 2,000,000 hours 
UK: 3,000,000 hours 
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20 m 


Cloth (yds.) 


US Production Possibilities Curve = 
Consumption Possibilities Curve in 

Autarky 



Wheat 

(bu.) 



0 


20 m 


Cloth (yds.) 


US Production Possibilities Curve = 
Consumption Possibilities Curve in 

Autarky 



Wheat 

(bu.) 



0 


20 m 


Cloth (yds.) 


Interpreting the Slope 


■ Assume wage in US of $l/hour 

■ Then P c = $1/10 = 10 cents 

■ And P w = $1/6 = 16.66... cents 

■ Therefore, P t /P w = 6/10 = .6 = 
absolute value of slope. 

■ Moral : Slope of production 
possibilities curve has market 
interpretation; it is the price 
of cloth compared to wheat. 



UK Production Possibilities Curve = 
Consumption Possibilities Curve in 

Autarky 

US UK 


Wheat 

(bu.) 


wheat 6 bu. 2 bu. 

cloth 10 yds. 8 yds. 


6 m 


US: 2,000,000 hours 
UK: 3,000,000 hours 


0 


24 m Cloth (yds.) 


UK Production Possibilities Curve = 
Consumption Possibilities Curve in 

Autarky 




♦ 


Definition of Benefits 
from Trade 

■ A country will experience 
benefits from trade if trade 
enables it to consume more of 
one product without 
sacrificing consumption of the 
other. 

■ Question : Is this a free lunch? • 
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Definition of Benefits 
from Trade 

■ A country will experience 
benefits from trade if trade 
enables it to consume more of 
one product without 
sacrificing consumption of the 
other. 


■ Question : Is this a free lunch? • 





■ Question : Is this a free lunch? • 






Vi If redo Pareto 


1848-1923 


Put the US Production Possibilities 
Curve Under a Microscope 




A 

Microscope View 



A 

Microscope View 



Question : What if we wanted 
more wheat with no loss of 

cloth ? 



Question : Is there a more 
efficient production point 
than the one shown here? 



US should become totally specialized 
in wheat production and obtain any 
cloth it wants through imports 





What is the justification - 
if any - for assuming that 
the world terms of trade 
lie between the US and 
UK autarky terms of 


trade? 



Note #1; 


At terms of trade 
below .25, both 
countries want to 
export wheat and 
import cloth. 



Note #2: 


At terms of trade 
above . 6 , both 
countries want to 
export cloth and 
import wheat. 






Review of Questions Answered 
with Supply Assumptions 


■ Benefits? (Yes) 

■ Even with 
inefficiencies? (Yes) 

■ Structure? (US exports 
wheat; UK exports 
cloth) 



■ Terms of trade? (Only 
partial answer: .25 < t 
of t < .6) 

■ Equilibrium? 
(unknown) 



Adding Demand 

The Other Blade of the 
Economic “Scissors” 



Demand Assumption: 

Each country spends half its income 
on wheat and half on cloth so that 

P c C = P w W 

Result: 

■ Terms of trade = .5 

■ Equilibrium achieved at .5 



John Stuart Mill 
1 806-1 873 


Yards Bushels 


Net World Wheat Demand 
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Excess Demand 

































Excess Demand 
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Yards or Bushels 


Net World Demand for Wheat and Cloth 
(Positive = excess demand; Negative = excess supply) 
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Yards or Bushels 


Solution : US exports 6 million bushels 
of wheat; UK exports 12 million yards 
of cloth 


Net World Demand for Wheat and Cloth 
(Positive = excess demand; Negative = excess supply) 
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UK Situation : 


Pc^w = .5 




Commodity 

Before 

After 

Wage 

Trade 

Trade 

Expressed 
in Wheat 

2 bu. 

.5x8 = 4 bu. 

Expressed 
in Cloth 

8 yds. 

8 yds. 



A Pareto free lunch 



US Situation: 

Pc/Pw = .5 


Commodity 

Wage 

Before 

Trade 

After 

Trade 

Expressed 



in Wheat 

6 bu. 

6 bu. 

Expressed 



in Cloth 

10 yds. 

61 . 5 = 12 yds 



A Pareto free lunch 


